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Canada’s Commitment 
under the Paris Agreement 

¬ Paris Agreement entered into force on November 4, 2016: 

¬ Aims to limit the global average temperature increase to well 

below 2°C above pre-industrial levels, while pursuing efforts to 

limit temperature increase to 1.5°C. 

¬ Long-term goals: peaking global GHG emissions as soon as 

possible and achieving world-wide carbon neutrality after 

2050. 

¬ October 5, 2016 – Canadian Parliament ratified the Paris 

Agreement by a vote of 207 to 81. 

¬ Canada has pledged a 30% reduction from 2005 levels by 2030 

(i.e. reduction from 747 Mt to 523 Mt of CO2e); in the absence of 

additional actions, Canada’s emissions are projected to be 731 Mt 

of CO2e in 2020 and 742 Mt of CO2e in 2030. 
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Pan-Canadian Framework on Clean 
Growth & Climate Change 

¬ Released following First Ministers’ 

Meeting on December 9, 2016. 

¬ Saskatchewan will not adopt the 

Framework. 

¬ Framework outlines actions to reduce 

GHG emissions across Canada. Target 

areas include: 

¬ Building codes 

¬ Infrastructure for zero-emission vehicles 

¬ Clean electricity systems (inter-ties, smart grid 

technologies, efficiency, renewable energy) 

¬ Methane emissions from oil & gas sector 

¬ Protecting carbon sinks (forests, wetlands and 

agricultural lands) 

¬ Emission reductions from government 

operations 
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Federal Budget 2017 – Focus on 
Innovation 

¬ $2 billion Low Carbon Economy Fund (announced in 2016 

Budget) will now span 5 years starting in 2017–18. 

¬ Budget establishes Innovation Canada, a new platform to 

hothouse innovation and entrepreneurship; focus is on emerging 

industries including clean tech and “clean resources”. 

¬ Beginning in 2018, $120 million will be deployed over 11 years for 

electric vehicle charging, natural gas and hydrogen refuelling 

stations. 

¬ $100 million allocated to smart grid, storage and clean 

electricity demonstration projects; $200 million on deploying new 

renewable energy technologies; and $182 million to retrofit or 

build net-zero energy consumption buildings (over 11 years for 

all these initiatives).  
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Federal Budget 2017 – Other Spending 
Initiatives 

¬ Funding for climate adaptation measures: $73.5 million over 5 

years on the establishment of a new Canadian Centre for 

Climate Services to improve access to climate data and regional 

climate resilience centres; $47 million over 5 years for a national 

action plan to address health risks caused by climate change; 

$18 million on helping First Nations and Inuit adapt to health 

risks posed by climate change; $83.8 million over 5 years on 

flood risk protection, emergency management and 

infrastructure improvement in the north. 

¬ $600 million for reducing diesel fuel use amongst Indigenous 

communities that are not connected to the electricity grid. 

¬ $16.4 million over 5 years for preparing roads, bridges, railways 

and ports for extreme weather events and development of a 

Disaster Mitigation and Adaptation Fund. 

¬ New tax break for geothermal energy. 
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Federal Proposal for a Clean Fuel 
Standard (CFS) 

¬ Environment & Climate Change Canada released a discussion paper in 

February 2017 to help develop a CFS that will incent the use of lower 

carbon fuels in the transportation, industrial, residential and building 

sectors. Comment period is open until April 25, 2017; draft regulations 

expected in mid-2018 with final regulations slated for 2019. 

¬ CFS would require a reduction in the life cycle carbon intensity of fuels 

supplied in a given year, based on a life cycle analysis. Overall life cycle 

carbon intensity reductions of 10-15% by 2030 are being considered. 

¬ Proposed CFS will provide flexible compliance mechanisms for fuel 

suppliers, including a crediting and trading system. 

¬ Current regulatory framework includes the federal Renewable Fuels 

Regulations; BC, Alberta, Saskatchewan, Manitoba and Ontario already 

have renewable fuel mandates for the transportation sector. 

¬ BC is the only province that also has a low carbon fuel standard in place, 

which requires a reduction in the carbon intensity of fuels by 10% by 2020 

from a 2010 baseline; this target will be increased to 15% by 2030.  
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Overview of Carbon Pricing 
Mechanisms 

¬ Emissions Trading System 

(ETS) – a central authority sets 

an annual limit or cap on GHG 

emissions from certain 

industries; the cap declines over 

time to achieve absolute 

emission reductions. 

¬ Regulated entities are required 

to hold a number of emission 

allowances equivalent to their 

emissions. By creating demand 

and supply for emission 

allowances, an ETS establishes 

a market price for GHG 

emissions.  

 

¬ Carbon Tax – puts a price 

on each tonne of GHG 

emissions. The idea is that 

over time, the carbon tax will 

elicit a market response from 

all sectors of the economy, 

i.e. consumers and 

businesses will choose less 

carbon-intensive alternatives, 

thus resulting in lower 

emissions.   

9 

McCarthy Tétrault LLP / mccarthy.ca  



Canadian Federal Approach to Pricing 
Carbon 

¬ October 3, 2016 – Federal government announced a pan-

Canadian approach to carbon pricing: 

¬ 2018 – minimum price of $10 per tonne of CO2e, rising by 

$10 each year until it reaches $50 per tonne in 2022. 

¬ Provinces/territories can decide whether to directly price 

carbon or implement a cap-and-trade system by 2018 

(with a federal backstop); all revenues will remain with 

provinces/territories.  

¬ Overall approach will be reviewed in 2022. 

¬ General consensus at federal/provincial level that emission 

reduction measures beyond carbon pricing are needed. 
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Public Support for Carbon Pricing 

¬ October 2016 – 58% of Canadians believe carbon pricing 

will be effective in lowering GHG emissions (Ipsos) 

¬ March 2016 – more than 160 BC businesses called for a 

stronger carbon tax. 

¬ 2015 survey indicates that 61% of British Columbians 

continue to support the carbon tax. 

¬ Survey by Environics Institute in 2015 showed support for 

a BC-style carbon tax in most provinces: Quebec (61%), 

Manitoba/Saskatchewan (54%), Ontario (58%), Atlantic 

Canada (67%), Alberta (48%). 

¬ US (2014 National Surveys on Energy and Environment) – 

56% support a revenue neutral carbon tax and 60% 

support a carbon tax with revenues used to fund R&D for 

renewable energy programs. 
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Carbon Pricing Around the World 

¬ In 2015, World Bank estimated that almost 40 

countries and more than 20 cities, states and 

provinces currently use carbon pricing mechanisms or 

are planning to implement them. 

¬ These jurisdictions are responsible for more than 22% 

of global emissions. 

¬ Recent developments have signaled a general shift 

towards cap-and-trade as the preferred carbon pricing 

mechanism. 
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Carbon Pricing Initiatives Around the 
World 
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Source: World Bank & Ecofys – Carbon Pricing Watch 2015 

By comparison – 

global value of 

voluntary carbon 

markets in 2015: 

approx. US $278 

million  



Global Carbon Pricing – A Comparison 14 
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Source: World Bank & Ecofys – Carbon Pricing Watch 2015 



State of the (Carbon) Nation 

JURISDICTION CARBON PRICING 

MECHANISM 

PRICE (IN CAD$) GHG REDUCTION 

TARGET(S) 

Federal Provinces/territories can 

either directly price carbon 

or implement a cap-and-

trade system by 2018. 

$10/tonne in 2018; rising 

$10 per year until it 

reaches $50/tonne in 

2022. 

30% below 2005 levels 

by 2030. 

Québec Cap-and-trade (operating 

since January 1, 2013) 

2014/2017 Vintage 

Settlement Price (Feb 

2017 Auction): $17.84 

20% below 1990 levels 

by 2020; 37.5% by 

2030; 80-95% by 2050. 

Ontario Cap-and-trade (since 

January 1, 2017) 

2017 Vintage Settlement 

Price (March 2017 

Auction): $18.08 

15% below 1990 levels 

by 2020; 37% by 2030; 

80% by 2050. 

Alberta Carbon levy (since 

January 1, 2017) 

$20/tonne in 2017; 

increasing to $30/tonne in 

2018. 

None; but a future cap 

of 100Mt on oil sands 

emissions in any year. 

BC Carbon tax (since July 1, 

2008) 

$30/tonne 33% below 2007 levels 

by 2020; 80% below 

2007 levels by 2050. 
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Policy Update from  
Atlantic Canada 
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JURISDICTION RECENT POLICY 

DEVELOPMENTS 

CARBON PRICING 

MECHANISM 

GHG REDUCTION 

TARGET(S) 

New Brunswick Transitioning to a Low-

carbon Economy (Dec 

2016) 

TBD. Proceeds from carbon 

pricing program will be 

directed to a dedicated 

climate change fund. 

35-45% below 1990 levels 

by 2030; 75-85% of 2001 

emission levels by 2050 

(targets set by New 

England Governors and 

Eastern Canadian 

Premiers (NEG/ECP)). 

Nova Scotia Nova Scotia Cap and 

Trade Program Design 

Options (Dec 2016) 

Cap-and-trade; no plans for 

linking with other 

jurisdictions. 

NEG/ECP targets 

Prince Edward 

Island 

Recommendations for a 

2016 Provincial Climate 

Change Mitigation 

Strategy (Oct 2016) 

TBD NEG/ECP targets 

 

Newfoundland & 

Labrador 

Management of 

Greenhouse Gas Act and 

regulations (June 2016) 

TBD NEG/ECP targets 



View from Québec 

¬ Emission reduction targets: 20% below 

1990 by 2020; 37.5% below 1990 by 

2030; 80%-95% below 1990 by 2050. 

¬ Quebec’s GHG emissions were 82.7 Mt 

of CO2e in 2014 (down from 89.1 Mt of 

CO2e in 1990). 

¬ Key Legislation: Environment Quality Act; 

Regulation respecting a cap-and-trade 

system for greenhouse gas emission 

allowances; Regulation respecting 

mandatory reporting of certain emissions 

of contaminants into the atmosphere. 

¬ Current price of carbon = CAD $17.84 

per tonne of CO2e (based on February 

2017 auction results). 
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Québec: Cap & Trade System (1)  

Overview 

¬ In force since January 1, 2013  

¬ Linked to California since January 1, 2014 

¬ Captures fuel distributors since January 1, 2015 

¬ Covers almost 85% of Québec’s GHG emissions 
 

Reporting Obligations 

¬ Industrial and electricity sector: reporting threshold is ≥10,000 
tonnes of CO2e annually  

¬ Fuel distributors: reporting threshold is 200 litres of fuel 
distributed annually  
 

Mandatory Participants 

¬ Electricity importers and facilities that emit ≥ 25,000 metric tons 
or more of CO2e annually 

¬ Fuel distributors that sell more than 200 litres of fuel per year 
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Québec: Cap and Trade System (2)  

Compliance Periods 

¬ January 1, 2013  – December 31, 2014; January 1, 2015  – December 
31, 2017 and January 1, 2018 –  December 31, 2020. 

Compliance Obligation 

¬ On November 1 following a compliance period, emitters are required to 
have emission allowances in their compliance account that are at least 
equal to the total of verified GHG emissions for all of their covered 
facilities during that period. 

Compliance Options 

¬ Free allowances: mitigates impact on competitiveness  

¬ Unavailable to certain sectors (e.g. oil and natural gas extraction) 

¬ Quarterly government auctions. 

¬ Offsets: 5 protocols so far including landfill site CH4 treatment/ 
destruction, destruction of ODS contained in insulating foam or used 
as refrigerants. 

¬ Mechanism for direct sales of allowances by mutual agreement with 
government: fixed price $40-$50 – all cancelled so far. 
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Results of Latest QC/CA Auction 
(February 22, 2017) 

¬ Number of qualified bidders: 50 

¬ Total current allowances for sale: 65,104,273 (18% sold; 

compared to 88% sold in November 2016 auction) 

¬ Total future allowances for sale: 9,723,500 (7% sold) 

¬ Proportion of allowances purchased by emitters: 98.5% 

¬ Sale price (CAD) – Current vintage:  

¬ Minimum price (CAD): $17.84 

¬ Settlement price (CAD): $17.84 

¬ Maximum price (CAD): $66.67 

¬ Amount paid to the Québec Green Fund so far: $1.5 billion 

¬ Possible reasons for low demand – market mechanics, 3-year 

compliance periods, and future of carbon pricing in California. 
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Source: Energy Innovation graphic with data 

from California Air Resources Board 



California Dreaming –  
Uncertainty Post-2020 
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¬ California’s cap & trade program authorized by AB 32 (California 

Global Warming Solutions Act of 2006); law suit filed on eve of first 

auction is currently before California Court of Appeals – issue is 

whether cap & trade functions as a tax or a fee. Oral argument held 

on January 24, 2017. 

¬ Cap & trade in California faces both legal and political uncertainty. 

¬ Governor Brown is moving towards continuing cap & trade beyond 

2020 – draft Scoping Plan published by California Air Resources 

Board in January 2017; up for adoption on April 27, 2017.   

¬ Unless legislature authorizes post-2020 program by 2/3 vote (following 

approval of Proposition 26), direct regulation will be primary means of 

achieving California’s 2030 target of 40% below 1990 levels. Other 

options are now being discussed, including a carbon tax or “cap & tax”. 



Ontario – Newest Cap & Trade Partner 
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Current framework: 

¬ Emission reduction targets: 15% below 1990 

levels by 2020; 37% below 1990 levels by 

2030; 80% below 1990 levels by 2050. 

¬ Ontario’s GHG emissions were 170.2 Mt of 

CO2e in 2014 (down from 181.8 Mt of CO2e 

in 1990). 

¬ Key Legislation: Climate Change Mitigation 

and Low-Carbon Economy Act, 2016; Cap 

and Trade Program Regulation; 

Quantification, Reporting and Verification 

Regulation for Greenhouse Gas Emissions.  

¬ Current price of carbon = CAD $18.08 per 

tonne of CO2e (based on March 2017 

auction results). 

 



Ontario Cap & Trade Program – 
Overview  
Overview 

¬ In force since January 1, 2017  

¬ Ontario only at this time; plans to link to Québec/California (likely in 
2018). 

¬ Covers approximately 82% of Ontario’s GHG emissions 

¬ First compliance period  is 4 years: January 1, 2017- December 31, 
2021 (3 year periods afterwards) 

Reporting Obligations 

¬ Regulated activities: facilities that emit ≥10,000 tonnes of CO2e 
annually  

¬ Fuel distributors: more than 200 litres of fuel distributed annually 

Mandatory Participants 

¬ Electricity importers; facilities or natural gas distributors that emit ≥ 
25,000 metric tons or more of CO2e annually 

¬ Fuel distributors that sell more than 200 litres of fuel per year 

 

 

 

¬ Allowance caps: 

¬ 142,332,000 allowance cap for 2017  

¬ 124,668,000 allowance cap for 2020 
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Ontario Cap & Trade – Compliance Tools 

¬ At the end of each compliance period, emitters are required to have 

emission allowances in their compliance account that are at least equal to 

the total of verified GHG emissions for all of their covered facilities during 

that period. 

¬ Compliance mechanisms: 

1. Allowances: sold at quarterly auctions. 

2. Allowances: free distribution. 

¬ Available to large industrial emitters (emission intensive, trade 

exposed) 

¬ Participants must apply for free allowances 

¬ Availability of free allowances to decline over time 

3. Strategic reserve sales (5% of cap). 

4. Offset credits (max 8% of compliance obligation). 

5. Early reduction credits: 

¬ reductions between January 1, 2012 and December 31, 2015. 
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Update on Proposed Ontario Offset 
Credit Program 

¬ Compliance Offset Credits Regulatory Proposal released 

November 2016, which outlines key program elements (including 

start dates, creation and issuance of credits, crediting periods, 

reporting/verification requirements, registry, buffer account, 

project reversals). 

¬ Ontario has identified 3 priority project types for protocol 

development: (1) landfill gas capture and destruction, (2) ozone 

depleting substances capture and destruction, and (3) mine 

methane capture and destruction. 

¬ Climate Action Reserve is also adapting the following offset 

protocols for use in Ontario/Québec:  N2O reductions from 

fertilizer management in agriculture, livestock, organic waste 

digestion, organic waste management, forest, afforestation, urban 

forestry, grasslands, conservation cropping, and refrigeration 

systems. 
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Ontario – Results of First Auction 
(March 22, 2017) 

¬ Number of qualified bidders: 47 

¬ Total of 25,296,367 2017 current (2017) allowances were 

sold at a settlement price of $18.08 – 100% sold 

¬ Total of 812,000 future (2020) allowances were sold at a 

settlement price of $18.07 – approximately 26% sold.  

¬ Minimum floor price for 2017 and 2020 vintage was $18.07.  

¬ Auction generated $472,031,155 in proceeds, which by law 

will be invested in GHG reduction programs. 

¬ Next auction scheduled for June 6, 2017. 
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Cap & Trade System – Ontario vs. 
Québec (1) 

Key differences: 

¬ Opt-in option 

¬ Québec: unavailable 

¬ Ontario: possible if GHG between 10,000 and 25,000 

tonnes  

¬ Free allowances  

¬ Québec: automatically distributed to eligible industries 

¬ Ontario: application is required 

¬ Compliance period 

¬ Québec: 3 years (except 1st one which lasted 2 years) 

¬ Ontario: initially 4 years (then 3 years thereafter) 
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Cap & Trade System – Ontario vs. 
Québec (2) 

Key differences: 

¬ Linkage with other jurisdictions 

¬ Québec: linked with California since January 1, 2014 

¬ Ontario: no linkage until 2018 

¬ Potential penalties 

¬ Québec: monetary administrative penalty between $2,500 and 

$10,000 

¬ Ontario: Not yet determined – could reach up to $1 M 

¬ Size of market 

¬ Québec: 83 large emitters and 17 fuel distributors in 2015 

¬ Ontario: approximately 150 large emitters and 12 fuel 

distributors in 2017 
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Québec and Ontario Cap & Trade 
Systems – Challenges   

¬ Complex and expensive registration process requiring an excessive level 

of detail. 

¬ Continuous disclosure requirements are perceived as excessive and 

difficult to comply with where companies are vast and perform frequent 

internal reorganizations. 

¬ System creates a commercial disadvantage for smaller industries facing 

increased energy costs, without benefiting from free allowances 

distributed to large emitters. 

¬ Until carbon pricing is widely implemented in other jurisdictions, risk of 

carbon leakage remains. 

¬ Need for financial assistance for companies to implement new 

technologies or measures to reduce GHG. 

¬ Lack of guidelines and several ambiguous requirements are creating 

confusion. 

¬ Uncertainty since the rules applicable post-2020 are still in development. 
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A (Taxing) Digression – New Rules for 
Tax Treatment of Emissions Allowances 

¬ Previously, the tax treatment of emissions trading transactions 

was determined under general tax principles as there were no 

specific tax rules to deal with emissions trading regimes. 

¬ Federal Budget 2016 proposed changes to the Income Tax Act to 

introduce specific rules to clarify the tax treatment of emissions 

allowances and to eliminate the double taxation of certain free 

allowances. 

¬ These rules provide that emission allowances be treated as 

inventory for all taxpayers (N.B. “lower of cost and market” 

method for the valuation of inventory is not available due to the 

potential volatility in their value). 

¬ These rules apply to allowances acquired in taxation years 

beginning after 2016 and to emission allowances acquired in 

taxation years ending after 2012, on an elective basis. 
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Tax Scenarios – Emissions Allowances 

Emissions Allowance Scenario Tax Implications 

Receipt of a free emissions allowance. No income inclusion on receipt of the 

emissions allowance. Also, the deduction 

for an accrued emissions obligation will 

be limited to the extent that the obligation 

exceeds the cost of any allowances that 

the taxpayer has acquired and that can 

be used to settle the obligation, i.e. each 

year that a taxpayer claims a deduction, 

the deduction will be limited to the cost of 

allowances it has acquired to settle its 

obligation plus the fair market value of 

any allowances it still needs to obtain to 

meet its obligation. 

Disposal of an emissions allowance 

other than in satisfaction of a 

compliance obligation. 

Any proceeds received in excess of the 

taxpayer’s cost (if any) for the allowance 

will be included in computing income. 
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Manitoba 

¬ Holding out on adopting Pan-

Canadian Framework until it 

reaches a health care deal with 

federal government. 

¬ Climate Action Plan currently under 

development that will address 

carbon pricing, land use and 

conservation measures, emission 

reductions from commercial 

buildings, carbon neutral 

government operations, 

transportation measures. 

¬ Will most likely implement a carbon 

tax. 

Saskatchewan 

¬ Has announced it will not adopt the 

Pan-Canadian Framework. 

¬ Renewable energy target: 50% of 

electrical generation capacity to 

come from renewable sources by 

2030 (current portfolio is 25%). 

¬ Also continuing efforts to develop 

carbon capture and storage 

technology. 

¬ Is a constitutional battle on the 

horizon with federal government on 

carbon pricing? 
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Turning Westward – Alberta 34 
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Current framework: 

¬ Emission reduction targets: none; however a 100 Mt 

cap on oil sands emissions has been legislated. 

¬ Alberta’s GHG emissions were 273.8 Mt of CO2e in 

2014 (up from 175.2 Mt of CO2e in 1990). 

¬ Key pillars of Climate Leadership Plan: carbon 

pricing; phase-out of coal-generated electricity by 

2030; more renewable energy; cap on oil sands 

emissions; reduction in methane emissions by 45% 

by 2025. 

¬ Key Legislation: Climate Leadership Implementation 

Act; Climate Leadership Regulation; Oil Sands 

Emissions Limit Act.  

¬ Carbon levy (since January 1, 2017) = CAD $20 per 

tonne of CO2e, increasing to $30 per tonne on 

January 1, 2018. 



Climate Change Policy in BC 35 
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Current framework: 

¬ Emission reduction targets: 33% below 

2007 levels by 2020; 80% below 2007 

levels by 2050. 

¬ BC’s GHG emissions were 62.7 Mt of 

CO2e in 2014 (down 5.5% from 66.3 Mt of 

CO2e in 2007). 

¬ Key Legislation: Greenhouse Gas 

Reduction Targets Act, Carbon Tax Act, 

Carbon Neutral Government Regulations, 

Greenhouse Gas Industrial Reporting and 

Control Act.  

¬ Carbon tax = CAD $30 per tonne of CO2e 

– no plans to increase carbon tax until 

other jurisdictions catch up. 



BC’s Climate Change Policy Renewal 

¬ Climate Leadership Plan (August 2016) 

updates 2008 Climate Action Plan. 

Highlights: 

¬ Sets out 21 actions in 6 key areas; 

expected to reduce GHG emissions by up 

to 25 million tonnes below current 

forecasts by 2050. 

¬ Climate Leadership Plan will be updated 

as implementation of Pan-Canadian 

Framework on Clean Growth and Climate 

Change progresses. 

¬ Carbon tax will remain at $30/tonne until 

other Canadian jurisdictions catch up. 
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Action Areas: 

1. Natural Gas 

2. Transportation 

3. Forestry & 

Agriculture 

4. Industry & Utilities 

5. Communities & 

Built Environment 

6. Public Sector 

Leadership 



BC Climate Leadership Plan – Recent 
Developments  
¬ Clean Energy Vehicle (CEV) program is being expanded to support new 

vehicle incentives and charging infrastructure. $40 million will be allocated to 

program between 2017 and 2020. 

¬ Amendments to the Greenhouse Gas Reduction Regulation (GGRR) under 

the Clean Energy Act are being made to enable utilities to increase 

incentives provided to shipping companies for the conversion of vessels to 

run on LNG, invest in LNG bunkering (marine fuelling) infrastructure, and 

increase the supply and use of renewable natural gas (RNG). 

¬ March 2017 – BC announced a $40-million partnership with federal 

government to support the development of pre-commercial clean energy 

projects and technologies; call for expressions of interest will open in April 

2017. 

¬ March 2017 – BC approved $13.7 million in royalty deductions to support the 

construction of 13 clean infrastructure projects through Clean Infrastructure 

Royalty Credit Program (CIRCP) – focused on upstream development. 

¬ February 2017 – BC announced $150 million for the Forest Enhancement 

Society of British Columbia for tree planting. 

37 

McCarthy Tétrault LLP / mccarthy.ca  



Carbon Pricing & Competitiveness 

¬ Carbon pricing in individual jurisdictions can 

potentially create competitiveness pressures on 

individual sectors of the price is not matched by 

equivalent carbon prices in other jurisdictions  

“carbon disadvantage” 

¬ Carbon competitiveness pressures come from carbon 

price differentials between trading partners, not the 

absolute level of carbon price.  
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Key Drivers of Carbon 
Competitiveness: Carbon Costs  

¬ Key drivers of competitiveness pressures: (1) carbon 

costs, and (2) trade exposure. 
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According to Canada’s Ecofiscal 

Commission, “carbon cost” measures 

the dollar value of a sector’s carbon price 

payments as a share of that sector’s 

GDP; value is equal to the carbon price 

multiplied by the sector’s emissions 

intensity (which includes both direct and 

indirect GHG emissions).  



Key Drivers of Carbon 
Competitiveness: Trade Exposure  
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 A sector’s “trade exposure” measures the 

extent to which firms in that sector compete with 

firms from outside their jurisdiction. 

 Trade exposure matters because if a firm sells 

undifferentiated products and are price-takers, 

they cannot pass jurisdiction-specific costs on to 

their customers.  

 CARB defines trade exposure as the sum of the 

sector’s imports and exports divided by the sum 

of the sector’s production and imports (e.g. a 

sector with trade exposure of zero has neither 

imports nor exports; a sector with trade 

exposure of 100% exports all the goods it 

produces). 



Canadian Context  

¬ Challenge: Need for firm-level data that is generally not 

available to the public. 

¬ Factors to consider: differences in cost structures among 

firms within a sector, ability of firms to influence their sale 

prices, ability of firms to respond to carbon pricing, 

stringency of policies in other jurisdictions. 

¬ Ecofiscal Commission’s data analysis for BC, Alberta, 

Ontario and Nova Scotia suggest that competitiveness 

pressures are significant for limited sectors, representing a 

small share of total provincial economic activity (Provincial 

Carbon Pricing and Competitiveness Pressures, November 

2015). 
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Carbon Competitiveness Pressures 
Across Canada 
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Sectors Facing Carbon 
Competitiveness Pressures 

¬ BC: Approximately 2% of BC’s economy is both carbon intensive and 

trade exposed. Cement sector is one of the most exposed to 

competitiveness pressures; refining and natural gas sectors are also 

exposed. 

¬ Alberta: Significance of oil and gas sectors means that a larger share of 

Alberta’s economy exposed to competitiveness pressures; however the 

more emissions intensive and trade exposed sectors are the fertilizer, 

chemical manufacturing and petrochemical manufacturing sectors. 

¬ Ontario: Manufacturing sector is mostly unexposed to competitiveness 

pressures from carbon pricing (e.g. vehicle and aerospace 

manufacturing is highly traded, but generally not emissions intensive). 

The following manufacturing sectors are emissions intensive and trade 

exposed: steel, chemicals, petrochemicals, fertilizer and refining (these 

sectors represent approximately 1% of Ontario’s GDP but are 

responsible for 25% of Ontario’s industrial GHG emissions). 
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Trends to Watch For 

¬ Implementation of Pan-Canadian Framework for Clean 

Growth and Climate Change at federal, provincial and 

municipal levels – e.g. development of low carbon fuel 

standards, greening of building codes, programs to reduce 

methane emissions from oil & gas operations, energy 

efficiency initiatives, incentives for electric vehicles, 

investments in public transportation. 

¬ More bi-lateral agreements between provinces to work 

towards common objectives (e.g. electrical grid integration, 

emission reduction initiatives). 

¬ Additional programs and regulations targeting emissions 

from specific sectors (e.g. electricity, transportation, oil & 

gas, buildings, EITE, waste, agriculture, forestry). 
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Alberta: The Climate Leadership Plan  
Key Legislation 
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Act Came into Force Applicable Programs 

Climate Leadership Act January 1, 2017 Carbon Levy 

Renewable Electricity Act March 31, 2017 Renewable Electricity Program 

Energy Efficiency Alberta Act June 13, 2016 Residential No-Charge Energy 

Savings Program 

Residential Retail Products Program 

Business, Non-Profit and Institutional 

Energy Savings Program 

Residential/Commercial Solar Program 

 

Oil Sands Emissions Limit 

Act 

December 14, 2016 Oil Sands Emission Cap (no 

regulations yet) 



Alberta: Carbon Levy 

¬ As of January 1, 2017, a carbon levy applies  to all sales and 

imports of fuel, subject to certain exemptions.  

¬ The specific rates depend on the type of fuel, but all are set on 

the basis of $20 per tonne of CO2 in 2017, rising to $30 per tonne 

in 2018. 
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Alberta: Phase-out of Coal Emissions 

¬ Goal to phase-out coal-fired generation emissions by 2030. 

¬ Coal negotiations led by energy expert Terry Boston. 

¬ On November 26, 2016, Alberta announced annual transition 

payments to TransAlta, Capital Power, and ATCO totaling $1.1 

billion over the course of 2016 to 2030.   

¬ These payments will not be funded by consumer electricity 

rates, but rather by the Alberta’s carbon levy on industrial 

emissions.  

¬ Capacity Electricity Market 

¬ Changes to Alberta’s Electricity Market to include a hybrid 

system with mechanisms to compensate power producers 

for generation capacity. 

¬ Coal currently accounts for approximately 39% of Alberta’s 

installed generation capacity (as of June 2016). 
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Alberta: Renewable Electricity Program 

¬ Alberta committed to 5,000 MW of renewable electricity 

generation capacity between now and 2030. 

¬ Alberta Electric System Operator (AESO)  is responsible for 

implementing and administering the program through a series of 

competitions. 

¬ Round 1 was launched on March 31, 2017 to procure up to 400 

MW of renewable electricity capacity. 

¬ Indexed Renewable Energy Credit will be used (i.e. Contract for 

Difference) called the Renewable Electricity Support Agreement 

(RESA). 

¬ AESO issued its Request for Expressions of Interest and 

submissions are due on April 21, 2017. 

 

49 

McCarthy Tétrault LLP / mccarthy.ca  



Alberta: Other Initiatives  

Energy Efficiency Alberta - 4 Programs 

¬ Residential No-Charge Energy Savings Program 

¬ Residential Retail Products Program 

¬ Business, Non-Profit, and Institutional Energy Savings Program 

¬ Residential/Commercial Solar Program 
 

Cap on Oil Sands Emissions 

¬ An oil sands specific output-based allocation approach will replace 

the current approach.  

¬ A $30/tonne carbon price will be applied to oil sands facilities based 

on results already achieved by high performing facilities. 

¬ A legislated emissions limit on the oil sands of a maximum of 100Mt 

in any year with provisions for cogeneration and new upgrading 

capacity. 
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Alberta: Other Initiatives  

Methane Reduction  

¬ Alberta has target of reducing methane emissions from oil and 

gas operations by 45% by 2025 by:  

¬ Applying new emissions design standards to new Alberta 

facilities. 

¬ Improving measurement and reporting of methane emissions, 

as well as leak detection and repair requirements. 

¬ Developing a joint initiative on methane reduction and 

verification for existing facilities, and backstopping this with 

regulated standards that take effect in 2020, to ensure the 

2025 target is met.  

¬ Emissions Reduction Alberta (ERA) is investing $40 million to 

help advance technologies to reduce methane emissions. 

¬ Competitive process to select projects each eligible to receive  

up to $5 million funding . 
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